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THE BANKER AND THE BRIDE-TO-BE MATCH MADE IN HEREFORD

harlene Sanders in our Hereford bank never

really thought of herself as wedding planner

or guardian angel but one day while back

she bme little bit of both It started when customer

came into the bank visiblyupset Apparently she had locked

her keys in her car and needed phone to call her fiancØ

She tried him several times but was unable to reach him

at which point she became even more distraught Charlene

had hunch there might be more at play here than woman

locking her keys in her car She invited the customer into

her office to help her calm down After
visiting

for several

minutes Charlene learned the woman was getting married

later that day and was out trying to get
her pre-wedding

errands done The womans distress now made perfect

sense to Charlene After several more attempts to reach

her fiancØ Charlene took matters into her own hands or

wheels you might say She drove the bride-to-be several

miles out in the country to her house then waited while the

woman found an extra set of car keys and drove her back to

her car The customer thanked Charlene and hurried off

She was able to get
her errands done and still made it to the

altar on time As far as Charlene knows the woman and her

husband have been living happily ever after which is how

she likes every trip to her bank to end
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LETTER To OUR SHAREHOLDERS

ast year was the 25th straight year our company produced higher earnings proving once again that

doing what is
right

for our customers and communities is the right formula for serving our shareholders

We delivered excellent results despite another year of
sluggish economic activity for both Texas and the nation

Unemployment remained high and the housing market remained weak Economic crises in Europe added to

the drag on our own economy Additionally the banking industry continued to face challenges from record-low

interest rates and increased government regulations including the onerous Dodd-Frank Act

During these
trying times we stayed true to the

integrity and conservative financial principles that have seen

First Financial through difficult economic times throughout its
121-year history And once again in 2011 our

superior financial results brought us national recognition including the following honors

Rated as the top publicly traded community bank in the nation and the sixth-best overall of public and
private

banks by SNL Financial leading provider of business intelligence services

Ranked number two on Bank Director magazines list of top-performing banks We have finished in one of

the top two positions on this prestigious list for three consecutive years

Listed as one of only 40 banks nationwide out of nearly 400 screened to be named to the KBW Bank Honor

Roll an annual listing of financial institutions with long-term and consistent profitability The Honor Roll is

sponsored by investment bank Keefe Bruyette and Woods

Ranked number four in the nation on list of proven performers compiled by Bank Intelligence financial

services solution from information systems provider Fiserv The list covers banks with assets of $i billion to

Sio billion

Putting customers first has always been part of our culture It is one of

the traits that we believe distinguish us within the banking industry

SCOTT DUESER
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PUTTING CUSTOMERS FIRST

Putting customers first has always
been

part
of our culture

It is one of the traits that we believe distinguish us within

the banking industry Iuring 2011 our attention to customer

service received national recognition just as our financial

results did Our company ranked number two in Texas and

number seven in the nation for superior customer service

in the J.D Power and Associates zoii Retail Banking

Satisfaction Study

While we like to think that exceptional customer service is

part
of our corporate DNA we leave nothing to chance For

example in 2005 we launched our Customer Service First

initiative in which we examine everything we do from the

perspective
of our customers The tagline for this program

is You First As you will see when reading the profile

stories in this annual report our employees go beyond the

call of duty to create WOW events for our customers

every day in both large
and small ways Their stories inspire

us and we hope you will be moved by them as well but the

employees highlighted are only small sampling of those who

have earned what we call WOW Awards for extraordinary

customer service We are proud of our outstanding people

for taking to heart the spirit of You First in everything

they do

FINANCIAL RESULTS FOR 2011

Net income grew 14.6 percent to $68.4 million from $59.7

million in 2010 Net interest income our largest source of

revenue grew ii.6 percent to $152.0 million from $136.2

million despite
another

year
of extremely low interest rates

However the low interest rates put pressure on our net

interest margin key profitability metric that
expresses

net

interest income as percentage
of

average interest-earning

assets Our net interest margin for 2011 declined to 4.62

percent
from 4.68 percent for 2010

For the second consecutive year the provision for loan losses

declined dropping $2.3 million from 2010 This decline

reflected loan portfolio with manageable credit quality

lower level of net charge-offs and stable amount of

nonperforming assets and classified loans

Noninterest income grew 4.0 percent to $51.4 million from

$49.5 million in 2010 Noninterest expense rose percent to

$104.6 million from $98.3 million due primarily to expenses

related to our acquisition in late 2010 of The First State Bank

As we have consistently done for many years our company

again outperformed its peer group of banks on several key

financial metrics Our return on average assets was 1.78

percent compared with 0.79 percent
for our peers Return

on average equity was 14.44 percent compared with our peers

ROE of percent Our net interest margin of 4.62 percent

surpassed our peer groups 3.86 percent and our efficiency

ratio expenses as proportion of revenues of 48.37 percent

beat the peer groups 65.16 percent

The Company remained well capitalized at the end of 2011

Consolidated assets totaled $4.12 billion an increase of 9.1

percent from $3.78 billion at the end of 2010 We experienced

solid loan growth during the year which helped us better

deploy our low-interest assets and maintain our net interest

margin at higher level than our peers Loans at year-end

totaled $1.79 billion gain of percent from $1.69 billion

at the end of 2010 Deposits amounted to $3.33 billion up 7.1

percent
from $3.11 billion And shareholders equity at year-

end was $o8 million up i.i percent from $441.7 million

Our First Financial Trust Asset Management subsidiary

experienced strong growth again last year Total assets

at year-end had book value of $1.91 billion 7.2 percent

increase from $1.78 billion at the end of 2010 During the

year the trust companys fee income increased 17.2 percent

to $12.7 million from $io.8 million

STRATEGIC INITIATIVES

The Huntsville bank acquisition
which closed in November

2010 was key strategic event forus It brought us additional

geographic and market diversification and opened up

potential new growth opportunities on the outskirts of

Houston the nations fourth-largest city We see parallels

between the growth that is following the Huntsville

acquisition and the growth we experienced during the past

two decades from acquiring banks on the periphery of Dallas

Fort Worth Today these latter expansion banks make up 43

percent of the Companys total assets

Our plan to integrate
the Huntsville operation into the

Companys systems and to expand the list of banking services

available to our Walker County customers is running on

schedule We changed the name of the bank to First Financial

Bank Huntsville in February 2011 and in March we named

Robert Pate as its Chief Executive Officer Robert has been

in Huntsville Texas



with the First Financial organization since 1997 and has 30

years experience in banking

Another key initiative in 2011 was to further improve credit

quality and minimize problem loans In March we announced

the hiring of Mama Yerigan as Executive Vice President of

Lending to work with our Dallas/Fort Worth-area banks She

has deep roots in Fort Worth and brings more than 25 years

of Texas banking experience The exceptional lending team

Mama has joined is headed by Gary Gragg Executive Vice

President of Lending based in Abilene

At the April 2011 Annual Shareholders Meeting the Board of

Directors announced three-for-two stock split in the form

of 50 percent stock dividend It was the Companys first

stock split since 2005

FACILITIES EXPANSION

Besides acquiring the Huntsville bank we expanded our

physical footprint in other ways last year We opened new

branch office in Cisco and new trust office in Lamesa We
plan to open other new branches in Grapevine Abilene and

San Angelo during 2012 We also built new state-of-the-art

buildings in Southlake and downtown Cleburne to replace

our older and less-efficient buildings Additionally we

remodeled our Ridgeway branch in Cleburne along with our

Trophy Club and Sweetwater facilities to further enhance

customer service and make these locations more efficient

We are very pleased with each of the new buildings and the

additional business that the enhancements have brought

RECOGNITIONS

We want to thank Dian Graves Stai who is retiring from

the Companys Board of Directors at this years Annual

Shareholders Meeting in April for her
19 years of dedication

and service to the Company She is Chair of the Mansefeldt

Investment Corporation Director of the Dian Graves Owen

Foundation and one of the top businesswomen in the United

States We will miss her counsel and support and we thank

her for her outstanding service

LOOKING AHEAD

Despite near-term challenges we see continued growth

opportunities ahead both internally and
externally We

have the infrastructure and
strong capital in place to make

additional acquisitions and we are constantly networking

with other Texas bankers to keep abreast of acquisition

opportunities The main challenges in the year ahead come

from uncertainties about the U.S and world economies

and costly additional compliance burdens from new federal

regulations for the banking industry We will continue to

monitor these developments closely and prudently steer the

Company through them

The Companys future will be bright if we stay
focused on

serving our customers well doing the right thing for each

and every one of them each and every day To our employees

we say thank you for enthusiastically embracing the spirit of

Customer Service First We
say thanks as well to you our

shareholders for your loyalty and support

Scott Dueser

Chairman President and CEO
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FINANCIAL HIGHLIGHTS

$3848327

$1675251

$1715266

$3139338

473405

13.11%

18.97%

11.13%

13.80%

9.04%

2007

2008

2009

2010

2011

tR-END TOTAL ASSETS SHAREHOLDERS NET INCOME BASIC CASH STOCK YEAR-END YEAREND

EQUITY EARNINGS DIVIDENDS DIVIDENDS BOOK VALUE MARKET VALUE

PER SHARE PER SHARE AND SPLITS PER SHARE PER HARE

SELECTED FINANCIAL DATA

INTHOUSANDS except for share data

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

$33953 $1.10$238768

$251487

$265545

$276276

$300901

$335495

$368782

$415702

$441688

$508537

$1993183

$2092571

$2315224

$2733827

$2850165

$3070309

$3212385

$3279456

$3776367

$4120531

Ten-Year

Compound

Growth Rate 7.88/o

Adjusted fo stock dividends and splits

$35305

$39171

$44023

$46029

$49490

$53164

$53797

$59659

$68369

$1.14

$1.27

$1.42

$1.48

$1.59

$1.71

$1.72

$1.91

$2.17

$0.54

$0.61

$0.67

$0.73

$0.79

$0.84

$0.89

$0.91

$0.91

$0.95

7.25%

$7.73

5/4 split $8.13

$8.56

4/3 split $8.89

$9.67

$10.77

$11.82

$13.31

$14.06

32 split $16.16

8.83

$15.20

$20.56

$22.41

$23.37

$27.91

$25.10

$36.81

$36.15

$34.17

$33.43

10.759.06% 8.82% 8.57%

IN THOUSANDS except for shcre ddtal

FORTHEYEAI 2010 2011 INCREASE

NET INCOME

Basic Earnings PEE SHARE

Dividends Declared

Dividends PER SHARE

$59659

$1.91

$28385

$0.91

$68369

$2.17

$29790

$0.95

14.60%

13.61%

4.95%

440%

AVERAGES

Assets

$53797

NET INCOME GROWTH HOU

2007

2008

2009

2010

2011

RETURN ON AVERAGE EQUITY

$59659

$3402274

$1408088

$1543537

$2758584

rsEqui 434152

15.87%

15.27%

13.63%

13.74%

14.44%
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